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KEY ECONOMIC INDICATORS 


Value in millions of US dollars unless otherwise stated. Exchange rate for 
1975 avg. ($1 150 Icelandic kronur); for 1976 avg. ($1 = 190 kronur); for 
1977 avg. ($1 196 kronur). 


% Change 
ITEM 1975 1977 1976-1977 


GNP, Current Prices 1234.8 133752 
GNP, Constant Prices (1969) 

(millions of Ikr.) 46,688 49,950 
Average Population 219,033 223,427 
Per Capita GNP (US$ - current 

prices) 5,637 6,652 
Gross Fixed Asset Formation as % 

of GNP 34.6 28.0 
Net Foreign Exchange Reserves (end 

of June/July rate) ; 22.2 
Money Supply and Current Account 

Deposits (end of June/July rate) é ‘ 109.65 
Unemployment Rate . . G.S 
Hourly Wage for Unskilled Labor 

(Ikr. yearly avg.) 319.20 538.65 
Cost of Living Index (Jan. 1968 - 100) 

February 372 682 

August 459 766 


Total Exports, FOB 316 $01.5 
Exported Fish Products 249 369.4 
% Composition of Exports: 

to the U.S. 29 

to the U.S.S.R. 14 

to EFTA 19 

to EEC 27 


Total Imports, CIF 500 450.8 
from the U.S. 9 20.5 
from the U.S.S.R. 10 11.6 
from EFTA 20 16.6 
from EEC 45 43.0 


Principal imports from the U.S. (1976): transportation equipment; non-electrical 
machinery; tobacco/products; grains/cereals; electrical machinery. 


Footnote: 1/ Increase based on Icelandic kronur figures. Indication of negative 
growth is a result of exchange rate difference between 1976 and 1977. 


Source: National Economic Institute, Statistical Bureau of Iceland, Central Bank, 
Embassy estimates. 





Summary 


Recent improvements in Iceland’s economy will probably be 
eroded in 1978. Improved terms of trade, particularly in the 
fishing industry have been negated by increased costs, particu- 
larly for labor. The balance of payments is unfavorable, and 
foreign borrowing is a cause for concern among economic manag- 
ers. Recent wage settlements are expected to fuel the infla- 
tion rate, already running over 30% on an annual basis. 
However, the economy continues to perform well in spite of 
these problems. GNP growth is expected to be in the vicinity 
of 4 to 4 1/2 percent for 1977, and real growth could be as 
high as 7 percent. Full employment has been maintained. 


Imports in 1976 were valued at $452 million, down 9 percent 
from 1975, and the U.S. share was 11 percent. U.S. exporters 
could improve this performance. American machinery and trans- 
port goods are favored. 





Part A - Current Economic Situation and Trends 


The present government of Iceland took office three years ago 

in the midst of a severe economic crisis. As its primary economic 
goal it set full employment, followed by growth and price stability 
as next in order of priority. For domestic political reasons, the 
goal of full employment has been pursued but at the cost of sacri- 
ficing the second, price stability. 


As the Government prepares to go to the polls in elections due no 
later than June 1978, it can point to full employment as a promise 
kept. Registered unemployed total only about 1/2 of 1 percent of 
the workforce, which in a country the size of Iceland amounts to 
only slightly over 300 people. 


To maintain full employment, the Treasury and the Central Bank 
increased borrowing, particularly from abroad, to help offset 
earlier decline in production and to meet rising costs. In 1976, 
the debt servicing ratio amounted to about 15 percent of total 
export revenue, and borrowing continued in 1977. Because of the 
term structure of Iceland’s foreign debt, the servicing ratio can 
be expected to rise over the next several years, posing difficul- 
ties for Icelandic economic managers. Domestic government borrowing 
stands at about Ikr. 16 billion and foreign borrowing at about 

Ikr. 116 billion. The Central Bank has warned that borrowing is 
about to reach the highest level it considers acceptable. However, 
costs continue to rise as new potentially inflationary wage settle- 
ments are made, and it will be difficult to operate the Icelandic 
economy at its present level without further borrowing. 


Improved terms of trade, brought about mainly by improved prices 
for exported marine products, especially on frozen fish sold to 

the United States, have been a key factor in lowering the inflation 
rate which peaked at about 50 percent in 1974. Current estimates 
indicate that it will run at an annual rate of about 35 percent 

for 1977. Wage settlements reached in mid-1977 in the private 
sector and being negotiated with government workers late in the 
year appear highly inflationary and will again bring severe cost 
pressure to bear. Thus, the downward trend of the inflation rate 
over the past two years is likely to be reversed. 


The Government’s 1978 budget placed before Parliament in October 

anticipated revenue of 27-28 percent of national income, a ratio 

similar to 1977. Public expenditure is to decline by 5-6 percent 
by postponing some investment in hydroelectric and geothermal 





projects. This, the Government hopes, will reduce excessive 
demand in the economy. As introduced, the budget shows a 
small surplus, but a wage settlement with government employees 
and modifications before passage may well put the figure in 
the red. 


After falling by 2 percent in 1975, the GNP increased by about 

2 percent in 1976, and growth of 4 to 4 1/2 percent for 1977 is 
predicted. Improvement in terms of trade of some 13 percent in 
1976 led to an increase in gross national income of about 5 1/2 
percent, reversing the negative figures of the previous year. 
Continuing high fish prices in 1977 will be reflected favorably 
in the GNI, but Iceland’s dependence on marine exports makes its 
economy particularly sensitive to any fluctuations in the price 
of fish on its foreign markets, particularly the United States. 


The mainstay of the economy, the fishing industry, never enjoyed 
export prices as high as the current ones for most fish products 
and yet, paradoxically, is in financial trouble. The difficulties 
involve the freezing plants and are due to higher raw material 
prices and operating expenses which are up 50% in one year, mostly 
in the form of higher wages. The industry is seeking government 
assistance in the form of devaluation of the krona. 


The price of cod block in the U.S. has increased by 80% in two 
years and the market remains strong. In fact, demand for Icelandic 


fish is outpacing supply. The value for exported fish products is 
expected to increase some 35% this year compared with 1976. Fish 
production is expected to increase by 4-5% in 1977 due to capelin 
catches higher than predicted. 


Icelandic fishery specialists generally agree that the cod resource 
is capable of a sustained yield of 280,000 tons per year. This 
limit will apparently be exceeded in 1977 with a projected catch of 
315,000 tons. Authorities are finding it difficult to hold the 
catch down to 280,000 tons because the fishing fleet has expanded 
and been modernized, improving its capacity and efficiency. Some 
of this excess capacity may be absorbed by the capelin fishery from 
which Iceland has now begun to take large tonnages. Although of 
lower value than cod, and more subject to market fluctuations since 
it is used only for fish meal and oil, the capelin stocks appear 
capable of sustained yields up to 2 million tons per year. The 
herring stocks, once depleted, seem to be restoring themselves and 
yields of 20,000 to 25,000 tons annually may be in prospect. 
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Iceland’s natural energy resources are only now beginning to be 
tapped for uses other than domestic. Cheap hydroelectric power 

is supplied to an aluminum plant which is processing alumina 

from as far away as Australia. Other hydroelectric projects are 

in progress, but the country has tapped only about 10 percent 

of its potential in this area. A generating plant using geothermal 
steam as its power source is now in construction. The Icelanders 
see these natural sources as an asset for the future in a world 
short of energy. Other resources are non-metallic deposits such 

as diatomite, perlite and pumice. The diatomite is being exploited 
and the perlite and pumice are under study. 


The National Economic Institute predicts that the chronic foreign 
trade deficit will persist, causing a further decline in the krona 
exchange rate which in turn will boost the price of imports and 
fuel domestic inflation. The krona has depreciated nine percent 
in the first nine months of 1977. Terms of trade will be somewhat 
worse than in 1976, mostly due to lower prices on fish meal and 
oil and uncertain sales of salt fish to Portugal and stockfish to 
Nigeria. On the bright side the prediction is that import prices 
in foreign currency will increase by 6-7% while export prices will 
go up by 15%. 


Part B - Implications for the United States 


The economy is showing signs of recovery and consumer demand remains 
high. Combined imports of goods and services this year should be 
up more than 4% in terms of real prices than in 1976. This toa 
degree will be reflected in Iceland’s imports from the United States. 


Demand for American made automobiles, machinery and consumer goods 
will rise. Although freight remains high in relation to European 
rates, there is market preference for those U.S. goods mentioned 
above. 


Iceland is open to investment from the United States. There is a 
requirement that foreign investors may hold only a minority interest 
in local companies, and applications for major projects are handled 
on a case by case basis. 


A major opportunity exists for U.S. business to participate in 
Iceland’s expansion in the hydroelectric power sector and in the 
power intensive industries which follow such expansion. 


Expanded utilization of geothermal heat will create an opportunity 
for U.S. suppliers of pipe. Imports of light aircraft have averaged 
11-14 per year, with an upward trend. Fourteen have been imported 
so far this year, mostly from the United States. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








LOOKING FOR A GOOD 
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researcn 
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INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 





